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COMhlJSSlON SEEKS COMMENT ON STAFF STUDY 
KEGAllUlNG ALTERNATIVE CONTRIBUTION METHODOLOGIES 

CC Docket h'os. 96-15,98-171,90-571,92-237, 99-200, 95-1 16,98-170, NSD File No. L-00-72 - 
Comment Date: March 31,2003. 
Reply Comment Dale: April IS ,  2003. 

I n  this Public Notice. the Commission seeks comment on a staff study relating to 
ahcrtiativc methodologies for calculating contributions to the federal universal service support 
nicchanisms. We urge commentcrs to comment on the staff analysis of assessment levels under 
cach approach and on the assumptions underl~jing these projections. Commenters are 
encouraged to pro\;idc their own eslimates. projections, and data supporting or refuting the 
prc )j ecli ons . 

In  the Report und Order ond Second Further Norice, the Commission adopted interim 
I measures to maintain thc viability of universal service in the near term. 

comment on whether to retain a revenue-based system, the Commission invited comment on 
specific aspects of three connection-based proposals.* The Commission first asked for comment 
on a proposed contribution methodology that would impose a minimum contribution obligation 
on all inlerstate tclecommunications carriers and a flat charge for each end-user connection 
depending on the nature or capacity of thc conncction. Next, the Commission sought comment 
on a proposal to assess all connections based purely on capacity. Under this proposal: 
contribution obligations for cach switchcd cnd-user conncction would be shared between access 
and transport providers. Finally, thc Commissio~l sought conlment on a proposal 10 assess 
providers of switched connections based on their working telcphone numbers. 

In addition to seeking 

To facilitate discussion and analysis of the various alternatives discussed in the Second 
Furlher Notice, Commission staff has developed a working paper that estimates potential 
assessment levels under the newly modified revenue-based system and three connection-based 
proposals. The assumptions underlying the srudy are described in the staff paper. The study, 

.%e Federal-.Time ./ami Board on L'niLer.rai Scrvice. CC Docket No 96-45, Repon and Order and Second Funher I 

Notice of Proposed Ruletnaking, FCC 02-329 (rcl  December 13, 2002) (Repurl and Order andsecond Furiher 
A'orice) 

' I d  at  paras. 66.100 
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m d  its uiiderl),ing assumptions Mere ci.cated h r  thc sole purpose oldcveloping a niore detailed 
record addressing these issues i n  the docket. and do not represent the policies or preferences o f  
the Coinmission. Commissioners, or the staff. 

\\le scek coninient on the study: ;IS wcl l  as its underlying assuniptions. We specifically 
ask coiiimeiitcrs t o  analyze the modeled assessment levels, burdens on residential and business 
customers. and projected industry shares under each approach. To further assist commenters in 
analyzing the study, the staff spreadsheet that generated the study is available on the 
commission 's  website for downloading at 
h t tp : / /wu=  .fcc.gov/wcb!iiniversal service!welcome.html. This spreadsheet will provide access 
to the forinulas utili7.ed in the study and allow commenters to ohserve how changes to 
nssumplitms impact assessment levels and burdens. We recognize that estimates could differ 
significantly if different assumptions are utilized. We invite commenters to submit their own 
data  and reasoning supporting or disagreeing with the various projections and assumplions. 
Comments submined in  i'esponse to this Public Notice shall be incorporated into the record for 
the Second Furrher A'oiice. 

Pursuant to sections 1.415 and 1.419 ol ' the Commission's rules, 47 C.F.R. $ 3  1.415, 
I .4 19, intcrested parries may f i l e  comments 30 days or fewer from puhlication in  the Federal 
Register, and reply commcnts 60 days or fewer from publication in the Federal Register. 
Comtnents may be tiled using the Commission's Electronic Comment Filing System (ECFS) or 
b! filing paper copies.' 

Comments filed through Ihe ECFS can be sent as an electronic f i le  via the Internet to 
<h t tp : / /b~~~~~v. fcc ,gov/c - f i~e /ec fs .h tm~>.  Generally, only one copy o f  an electronic submission 
inust bc filed. If multiple docket or rulemaking numbers appear in the caption ofthis 
procceding, however; commenters must transmit one electronic copy of the comments to each 
docket or rulemaking number referenced in the caption. In completing the transmittal screen, 
conimcnters should include their full name, U.S. Postal Service mailing address, and the 
applicable docket or rulemaking number. Parties may also submit an electronic comment by 
Internet e-mail. To get filing inwuctions for e-mail comments, commenlers should send an e- 
mail to ecfs@fcc.gov, and should include the following words in the body of the message, "get 
form <your e-mail address>." A sample fonn and directions will be sent in reply. 

T'anies who choose to file by paper must file an original and four copies of each filing. 
I f  more than one docket or rulenuking number appears i n  the caption of this proceeding, 
comnienters must submit two additional copies for each additional docket or rulemaking number. 
Filings can be sent by hand or tnessengcr delivery, by commercial overnight courier, or by first- 
class or oxernight U.S. Postal Service mail (although we  continue to experience delays in 
receiving U.S. Postal Service mail). The Commission's contractor, Vistronix. Inc., will receive 
hand-delivered or messenger-delivered paper filings for the Commission's Secretary at 236 
Massachusetts Avenue,  N.E.: Suite 1 10, Washington, D.C. 20002. The filing hours at this 
location are 8:OO a .m.  to 7:OO p.m. All hand deliveries must be held together with rubber bands 
or fasteners. i j n y  enwlopes must be disposed of before entering the building. Commercial 
owrnight mail (othcr than U.S. Postal Service Express Mail and Priority Mail) must be sent to 
9300 East Hampton Drive. Capitol Heights, MD 20743. U.S. Postal Service first-class mail, 
Express Mail, and Priority Mail should be addressed to 445 12th Street, SW, Washington, D.C. 

' SCC Elccrrotiic Filing of L)ocuinrnls in Rulemaking I'rocccdings, 63 Fed. Reg. 24.121 (1998). 

http://wu
mailto:ecfs@fcc.gov


20554. 411  filings must be addressed to the Commission’s Secretary, Marlene H. Dortch, Office 
of the Secrelary. Federal Communications Commission. 

Parties also must send three paper copies of-their liling to Sheryl Todd, 
Teleconiniunicarions Access Policy Division, Wireline Competition Bureau, Federal 
Communications Commission, 445 12th Street S .W.,  Room 5-B540, Washington, D.C. 20554. 
I n  addition, commenters must send diskette copies to the Commission’s copy contractor, Qualex 
International, Portals 11: 445 12th Street, S.W., Room CY-B402, Washington, D.C. 20054. 
This is a permit but disclose rulemaking proceeding. Ex parte presentations are permitted, 
except during the Sunshine Agenda period, provided that they are disclosed as provided i n  the 
Commission’s rules. 

Action by the Commission on February 12. 2003 by Chairman Powell, and Commissioners 
Abemathy, Copps. Martin. and Adelstein. 

4 

For further information, contact Diane Law-Hsu or Paul Garnett, Telecommunications 
Access Policy Division, Wireline Competition Bureau, at (202) 41 8-7400, TTY (202) 41 8-0484. 

‘ .~cecege , lera l /~~47C.F.R.  $ 5  1.1202, 1.1203, 1.1203,and 1.1206. 
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Staff Study 
PROJECTED ASSESSMENTS UNDER PROPOSAL 1 
Conneclion23ased Methodology Revenue-Baaed- II 

Projecfed revenue-based laclor 0,080 

n.a. 

n.a 

Projected connection-based factors 
Assessment lor residential, singleline business, mobile 

Base charge for multi-line business connections 

Fund requirement ($ Millions) 

mreless and payphone connections 

USF p q r a m  requirements 55.849 
Adjustments to reflect underlover-wlieclions a2 
Adjusted un8versal sewce funding requirement $5.849 

Conmbulms based On revenues * $5.&19 
Conlributions based on connections n.a. 

n.a. Expected mllections based on initial penod assessment 
rates and lorecast units (used lo  calculate growlh factor) (16 Millions) 

Calculalion of base charge lor multi-line business WnneCtlOnS 
Expecled collett~ons from residential. singlrline business. n.a. 

mobile wireless. payphone and pager connectmns 6 Mhons) 
Percentage of lunding requirement ma. 

Capacity units used lor calculatmg residual base rate n.a 
lprolected collected multi-line connecllons - forecast 
umts reduced by Canier and USAC uncollectibles.) 

Share 01 contributions by industry segment 
IXC 59% 
LEC 26% 
OMRS 15% 

Assessments on households 

Average monthly pass-through charge per household $2.14 
Contnbulion obl8gatiOn $1.85 
Markup ~n pass-through charges $0.30 

IXC conthbution per household $0.83 
$0 45 

LEC Canrnbutm per pnmary iesidential phone $0 43 

39% 

Sample wnlhbutions per month 

Mobile wireless mntrihution per residential handset 

Percenlage 01 fund met from residential assessments 

issessmems on selected business services 

Sample wntnhulions per month 
Business mobile wireless lelephony handset 
One-way pagers 
Two way pagers 
Smglf4ne business Wnnection 
Centrex wnnenion 
Presubrcnbed multi-line business trunk 
20 exchanoe serwce trunks Drowded via a 51 

$0.85 
$0.12 
$0.28 
$0 43 
$0.56 
$0.56 

$11.20 

0.093 

n.a. 

n.a. 

96.394 

$6,394 

$6344 
".a. 

n.a 

Ip 

".a. 

".a. 
".a. 

51% 
27% 
22% 

$2.24 
162.16 
$0.08 

$0 83 
$0.71 
$0.53 

41% 

$1.32 

$0.65 I 
sn fiq 

0.0100 

$1 .OD00 

52.6189 

$6.623 
w 

$6.586 

$80 
$6,506 

n.a. 

$3.216 

49% 
104.5 

23% 
49% 
28% 

$2.17 
$2.17 

".a. 

$0.03 
$1 .oo 
$1.00 

43% 

$I 00 
$0.10 
$0.20 
$1.00 
10.29 
$2.62 $Ti.& 1 $52.38 

$1301 841.90 

0.0100 

$1.0265 

$2.5548 

$6.861 
m 

$6.799 

1676 
$6.723 

$6.549 

$3.447 

5 1 % 
106.7 

22% 
47% 
30% 

$2.27 
$2.27 

n.a. 

$0.03 
$1.03 
$1.03 

43% 

$1.03 
$0.10 
$0.21 
$1.03 
$0.28 
$2.55 

$51.10 
$40.88 

0.0100 

$1.0349 

$2.6070 

57.109 
m 

$7.062 

$7 1 
$6.991 

$6,755 

$3.586 

51% 
108.7 

22% 
46% 
31% 

$2.31 
$2.31 

n.a 

$0.03 
S 1.03 
$1.03 

43% 

$1.03 
$0.10 
$0.21 
$1.03 
$0.29 
$2.61 

$52.14 
$41.71 

~~ 

1 1  conRgu;ed as 20 presubscribed exchange serwce trunks $1 1.20 
1 1  interstate pnvate line priced a i  $700 per month $56.07 $65.101 841.90 $40.88 
DS3 interstate private line pnced at $7.000 per month $560.66 $650.99 $586.64 $572.28 
OC3 interstate pnvate line pnced at $17,500 per month $1,401.65 $1,627 48 $879.96 $858.42 

2Q 

0.01 

51.05 

$2.691 

57.3t 

57.3: 

If 
$7.21 

$6.91 

$3.71 

515 
109.8 

22% 
45% 
31% 

$2.34 
$2.34 

n.a 

160.03 
$1.05 
$1.05 

42% 

$1.05 
$0.11 
50.21 
$1.05 
$0.30 
$2.70 

i53.93 
$43.14 

841.71 $43.14 
$583.96 $604.00 
$875.94 $906.00 

Percentage of fund me1 lrom business assessments 61% 59% 57% 57% 57% 58% 

e' Assumes status quo for treatment of broadband servms. 4 Tlers lor rnulli-line business Connections (mUllipleS = 1, 16,224, and 
3361: grawih factor reset first quaner each year, average uncollecrible rate for assessable connecttons = 4%. These profecrions 
do not include a reserve fund, which may be needed under some proposals to account 
lor uncollectibles and fluctuations ~n assessable units 
Staning in 2004 filers would he subject to a minimum COntiibUtiOn requlremenr based on interstate ievenues 
Not applicable 

111s may not add to Iota15 due to rounding Figures shown are 101815 lor Ihe year Or averages of monthly YBIUBS lor the year, as appropriate 
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Staff Study 

Connection-Based Methodology 
Projected revenue-based faclor 

Projected connedion-based laclors 
Assessment lor residential. singleline business. mobile 

Base charge lor mull-line business connecllons 

Fund requirement I$ Millions] 
USF p q m m  requiremenls 
Adjuslmenls Io reflecl underiover-collections 
Adjusted universal sewace tunding requirement 

wreless 2nd payphone connections 

Contributions based on non-presubscribed revenues 
Contnbvlions based on connemons 

Expecled wllections based on initial Denod assessmen1 
m e 5  and forecast unils (used 10 calculate growth factol) 

Calculation of base charge lor multi-line business Connections 
Expecled Wlleclions from residenlial. single-line business. 

mobile wileless. payphone and pager connections 
Percentage of fundmg requirement 

Projected wllecled capaciv units Used for calculating base 

Share of contributions by mdustry segment 
IXC 
E C  
CMRS 

assessments on households 

Contnbdion obligation 
Markup in pass-through charges 

IXC wntributlon per household wilt 1 presubscnbed line 
Mobde wsreless contribution per residenlial handsel 
LEC coninburlon per pnrnary residential phone 

Percentage of lund met lrom residential assessments 

Average monthly pass-through charge per household 

Sample wnlributions per month 

%,sessments on selected business Services 

Sample wnlrlbutions per month 
 ness mobile wireless telephony handset 
One-way pagers 
Two-way pagers 
smgieltne business conneclion 
Cenlrex conneclion 
Presubscnbed multi-line business trunk 
20 exchange service trunks orovlded via a T1 
T i  configured as 20 presubscribed exchange sewice trunks 
11 interstate pnvate line priced at $700 per month 
DS3 mierstale privare lme pnced at $7,000 per month 
0c3 interstale pnvate line priced at $17.500 per monlh 

0.080 

".a. 

n.a. 

$5,ed9 
u 

$5.849 

55.849 
".a. 

n.a. 

n.a 

n a  
n.a 

59% 
26% 
15% 

$2.14 
$1.85 
$0.30 

$0.83 
$0 45 
$0.43 

39% 

$0 85 
so 12 
$0 28 
$0 43 
50 56 
SO 56 

$11 20 
81120 
556 06 

5560 59 

R $0.53 
$0.65 
$0.65 

0.096 

$0.7073 

10.7073 

$6.623 
'6p 

$6,623 

$112 
16,510 

n.a 

".a. 

n.a. 
724.0 

34% 
23% 
41% 

$3.47 
$3.47 

n.a. 

10.71 
$1.41 
$0.71 

67% 

$1.41 
$0.35 
$0.71 
$1.41 

$1.401 48 $1.626.18(( $475.33 

0.100 

$0.7040 

50.7040 

$6.861 
Idp 

166.861 

$113 
$6.748 

n.a. 

n.a 

n.a 
757.3 

32% 
22% 
42% 

$3.60 
$3.60 

n.a. 

$0.70 
$1.41 
$0.70 

67% 

$1.41 
$0.35 
$0.70 
$1.41 
$0.16 
$1.41 

828.16 
$22.53 
$22.53 

$315.38 
$473.07 

0.106 

$0.7134 

10.7134 

$7.109 
all 

$7.109 

1116 
$6.993 

n.a 

n.a 

n.a 
774.6 

30% 
21% 
43% 

$3.70 
$3.70 

n.a. 

$0.71 
$1.43 
$0.71 

68% 

$1.43 
$0.36 
$0.71 
51.43 
10.16 
S1.43 

$28.53 
$22.83 
$22.83 

1319.58 
$479.37 

m 
0.114 

$0.7241 

10.7241 

$7.368 
sp 

17.368 

$120 
$7.248 

n.a 

n. 

n., 
791. 

299, 
209/ 
435 

$3.81 
S3.81 

n.: 

$0.72 
11.45 
10.72 

68% 

51.45 
50.36 
$0.72 
$1.45 
$0.16 
11.45 

$28.96 
$23.17 
$23.17 

$324.38 
$486.51 

32% 

le. Assumes slatus quo for treatmenl of broadband services: 4 Tiers lor connec11ons (multiples = 1. 16. 224, and 336); average 
uncollectible rate for asseSSabte mnneCt,ons = 4 %  These prq'ections do not include a reserve fund. which may be needed 
under some proposals to account lor uncolieclibles and nucluallons in assessable unlls. Each assessment for a swllched 
connection divided equally between Ihe access and transport providers Presubscribed swllched lranspon provlders 
nssmned conneclmn-based assessmenls. Non-presubscrlbed switched Iranspoo providers assessed on  inleTslate end-user 
leleCommuniwlionS revenues 
Not applicable 

ails may not add IO totals due Io rounding Figures shown are lolals lor the year or averages of monthly values lor the year, as appropriate 
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Staff Study 

0 0100 

$1.0237 

$1.0237 

$7.368 
($0)  

- 
-1 

PROJEClED ASSESSMENTS UNDER PROPOSAL 3 

0 080 0 093 

n.a. n.a. 

".a. ".a. 

$6.394 
$0 

56,394 
n a. 

".a. 

n a. 

51 % 
27% 
22% 

$2.24 
52.16 
$0.08 

$0.83 
$0 71 

50.53 

41% 

$1 32 
$0 14 
80.33 
50.53 
$0 65 

Telephone Number-Based Methodology 
Pro]ected revenue-based lactor 

Projected connection-based lactors 
Assessmenl per phone number lor most switched serwccs 

Base charge for non-switched special access and private lines 

Fund requiremenl ( 5  Millions) 
USF program requnements 
Adjustments to renecl underIover-t011ecl~ons 

Adjusted universal sermce tunding requirement 
Conlnbutions based on revenues 
Contnbutlons based O n  assigned numbers 

Expected collections based on inilia1 penod assessmenl 
rates and lorecast units (used to calculate groWth taclor) 

3ercenlage 01 fund met l ion business assessmen15 61% 5 9 % 

Calculation 01 base charge lor lelephone numbers 
lolal numbers used lor calculating base raw (torecast 

based on conneclions reponed An pnor months) 

Share of contributions by industry segmenl 
IXC 

54% 54 % 54% 55% 

LEC 
CMFS 

4ssessmenIs on households 

Conlnbmon obligation 
Markup ~n pass-through charges 

IXC contnbutioo per household 
Mobile wireless wntnbution per assigned telephone 

LEC contrlbutm per  asstgned telephone number 

Percentage of fund met from res8denlia assessmenls 

Average monthly pass.thiough charge per household 

Sample conlnbulions per month 

number 

ssessments O n  selecled business services 

Sample wntnburions per monlh 
Bussness mobile wreless lelephony handsel 
One way pagers 
Two-way pagers 
Singleline busme85 connection 
Centrex connetlion 
51 configured as 20 exchange service trunks 

S~nole main number suPDoTllna 100 enensions 

s5 ed9 
$0 

$5 ed9 
n a  

n a  

" a  

5 9 % 
26% 
15% 

$2 14 
$1 85 
$0 30 

$0 83 
$0 45 

$0 43 

39% 

$0 85 
50 12 
$0 28 
IO 43 
BO 56 

$11 20 
$11 20 

0.0100 

IO. 99 10 

80.9910 

56.623 
$0 

$80 
$6,519 

n.a 

554.1 

14% 
58% 
28% 

$2.52 
$2.52 

ma. 

$0.15 
$0.99 

$0.99 

46% 

$0.99 
$0.10 
$0.20 
$0 99 
$0.99 

$13.01 11 $0 gg 
$1301 $99.10 

0.0100 

$0.9959 

$0.9959 

$6.861 
$0 

S76 
$6.763 

".a. 

572.2 

14% 
57% 
30% 

$2.58 
$2.58 

n.a. 

$0.15 
$1.00 

$1.00 

46% 

$1.00 
$0.10 
10.20 
$1.00 
51.00 

0 0100 

51 .W70 
$1 0070 

$7.109 
($01 

571 
57.052 

".a 

587.2 

14% 
56% 
31% 

$2.63 
$2.63 

".a. 

$0.15 
11.01 

$1.01 

46% 

$1 01 
$0 10 
$0.20 
$1 01 
$ 7  01 

$1.00 $1 01 
$9959 $100.70 

$6 
57.31 

n 

599.: 

13% 
55% 
31% 

52.68 
$2 68 

n a  

$0 14 
$1.02 

$1.02 

45% 

$1 02 
$0.10 
$0.20 
51 02 
51.02 

$1.02 
$102.37 

$65.101\ $15.86 $15.93 $16.11 $16.38 

. .  I ~ = -  
Configured as 100 dmect inward dial phones 

T1 interstate private line pnced at $700 per month 
DS3 interstate prwate line pnced al $7.000 per month $560.66 $650.99 (( 5221.99 $223.08 $225.57 $229.31 
OC3 interslate private line pnced at $17,500 per month $1,401 65 $1,62748 $332.98 $334.62 $338.36 $343.97 

$56.07 
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KPI OUANTmES FOR CONNECTION-BASED PLANS 
Households Hilth telephone SeNICe (Millions) 

Selected connectmns (Millions 01 units except as noted) 

Residenbal pnrnary lines (excluding Lilellne) 
Switched wireline connections 

Resrdmlral non-pnmary lines 
ADSL LineS 

Vhelhx unds wr household rubiecl lo  assessmen1 
Percenl wl,el!ne residenllal piesubscribed 10 an IXC 

;I lXCs are assessed lor presubscnbed lines 

slnglclrne busmess 
Centrex ertensions (excluding sold as T1 or greater) 
~ e p o r t d  mulll4ne mnk 
~ 0 - l  exchange provided as T111SDN PRI sewce 

(In volce-grade equivalents) 
~ o c a l  exchange provided as DS3 sewicelconnections 

(I" voice-grade equwalenls) 
Perceol m n h s  seNed by 11 8 DS3 presobrcribed to an IXC 

rl lXCs are assessed 101 presubscnbed hoes 

CMRS mnnecbons 

Prepid 
Resldentlal subscnplion 

Non-iesidemial subscnpbon 

Mobde wireless lelephany subscribers 

Residenliaf w e l e s s  lelephony conrienions per household 

One-way Paging 
Two-way paging 

provided as T1 or other Tier 2 wpauties 
Provided as DS3 or olher Tier 3 8 4 Capacities 

Total residenilat wireline and mobile wireless connections 

Assessment bases before deduclions lor uncollectible5 

Special access and pnvale lines 

Jolal ronnedions per household 

Total flat-raled conneclions 
Total capacity m t s  10 be assessed at capacity-based rates 

Total capacity units to be assessed for access 
Total capacity units 10 be assessed lor transport 

y OUANTrllES FOR NUMBERBASED PLAN 
Selecled prolectlons of assigned telephone numbers 

Residenrial wireline service (excluding Lifeline) 
Mmile wireless telephony numbers 
Bus8ness l ow l  exchange service 

Subscrrber roll-free 8 900service 
personal eleclronic lax services 
ADSL (number equivalents based on Tiers) 
Special access 8 pnvale line (number equrvalens 

Paging 

based on Tiers) 

Local exchange and weless SemICes 
Personal 800. personal lax number5 
ADSL (number equivalents based on Tiersj 

Assigned and imputed reridenllal phone numbers per hOUSeholC 

m 
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48.0 
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3.6 
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a 05 
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7.5 
1.13 
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5.4 
15.7 
33.7 

0.4 
7.6 

0.013 
2.6 
78% 

158.7 
5.3 

101.0 
1.01 

52.4 
13.1 

1.9 

3.7 
0.3 

226.1 
2.14 

286.9 
110.0 

439.0 
322.8 

123.9 
163.7 
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15.0 
25.4 
12.0 
7.5 

48.9 

2 5 1  
2 21 

0~23 
0.06 

2DQ5 

106.9 

97.4 
12.5 
9.0 
1 1 1  
96% 

5 4  
15.7 
29.7 

0.5 
9.1 

0.029 
5.7 
63% 

171.3 
5.7 

109.0 
1.07 

56.5 
71.8 
2.5 

3.8 
0.3 

233.7 
2 19 

298.5 
112.2 

472.8 
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122.7 
176.6 
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14.3 
25.7 
12.2 
9.0 

50.3 

2 56 
2 25 
0 13 
0 07 

2Qa 

108.1 

95.8 
11.3 
9.5 
1.08 
94'. 

5.4 
15.7 
26.3 
0.5 

10.4 
0 042 

8.4 
48% 

181.8 
6.1 

115.7 
1.13 

10.6 
3.2 

d . 0  

3.9 
0.3 

238.3 
2.20 

306.6 
114.4 

493.5 
321.4 

121.5 
187.3 
204.2 

13.9 
26.0 
12.3 
9.5 

51.8 

2.58 
2.28 

0.13 
0 ai 

ires shown are totals for the vear 01 averages 01 monthly values for the year, as appropriate 
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Assumptions for Projected Contributions Under the Modified Revenue-Based 
and Alternative hlethodologies 

This staff study presents projections of funding factors under the newly modified revenue-based 
contribution methodology and projections ofraies under three proposals referenced in the Second 
Furrhcr h'orice. In developing the projections, this staff study assumes the three alternative 
proposals will be implemented on January 1, 2004. The projections contained herein, and the 
assumptions used to develop t h e  projections, do not represent policy judgmenls or forecasts by 
the Commission, individual Cornmissioners or Commission slaff, bul rather represent a 
discussion document to facilitate a comparison of different assessment systems. 

I n  developing projections for the newly modified revenue- based methodology and the three 
proposals, staff started with estimates for several calegories of switched lines, Ch4RS 
connecrions, and private lines for December 2001. Growth rates for specific rypes of lines were 
based on hisrorical trends in reported lines and revenues, current economic conditions, and an 
assessment of technological trends. A series of factors was developed to translate projected lines 
into projected interstate revenues. Staff translated lines jnto revsnues, rather than directly 
projecting revenues, IO ensure that the projections under the revenue-based system were based on 
the same assumptions as the three proposals. In developing the annual figures shown in this 
study, staff made monthby- month projections of lines, revenues, and assigned telephone 
numbers. These values were aggregated into quarterly and annual values 10 mirror the actual 
mechanics of the cunent system and [he three proposals. In  addiiion, projected contribution base 
revenues for the first three quarters were compared with detailed FCC Form 499-4  summaries in 
order to calibrate growth rates and other assumptions. 

Capwin. Tiers 

In the Second Furrher Norice, the Commission sought comment on several proposals ihat would 
assess contrihutions on rhe number and capacity of camers '  connections to intersrate networks. 
For purposes of de\,eloping the projections contained in this study, staff utilized the capacity tiers 
rcferenced in the Second Fut-rher Norice. as follows: 

Tier CapaCItY Assessment x Tier I Rate 

Tier 2 726 Kbps - 5 Mbps 16 
Tier 3 5.01 Mbps - 90 Mbps 224 
Tier 4 Greater than 90 Mbps ;36.5 

Tier I Up to 72s Khps 1 

Initial Value of Lines for December 2001 

Switched services: The analysis ofswitched sewices s l m s  with an estimate of 196.1 million 
swiiched lines. This is based on the iota1 end-user lines reponed on the FCC Form 477, 
increased by 2 percent to allou, for small camers that are not requued to file. This aI I IUUII I  was 
divided between residential and  bus mess categories based on USF loop count information: Form 

IO 



177 data, ARh41S data, Local exchange camer Tariff Review Plan (TRP) filings, United States 
Census Bureau estimates of b e  number of households with telephone service, and data on 
business establishments and employment. For example, while the largest local exchange carriers 
(LECs) repori the number of single-line business lines in their ARMIS filings, nowfiling smaller 
rural carriers likely have a greater fraction of single-line business lines relative to their switched 
lines overall. Staff subtracted 127.1 million residential and single-line business lines from the 
total (196.1 million) lo arrive at 69.0 million multiline business lines. The staff estimate of 
127.1 million residcntial and single line business lines for December 2001 is based on three 
f i p r e s :  106.7 million primary residential and single- line business lines for price cap and NECA 

facilities-based residential and single-line business lines.' 

Of the 127.1 million residential and single-line business lines, staff estimates that 5.4 million are 
single-line business lines based on the number of business establishments in l h e  United States 
with 0 to 4 employees, plus half the number with 5 to 9 employees. The estimate of primary 
residcntial lines, 103.7 million (127.1 - 5.4 - 18.0 secondary lines), was based on figures for 
1999 and 2000 reported in Table I .3 of Trends in Telephone Service and is slightly hjgher than 
households with telephone sewice 10 account for second lines for nonprice cap LECs, and 
second homes. Of these, 6.3 million were part of the Federal Lifeline program. 

Payphone lines were taken from Table 8.5 of Trends in Telephone Service and subtracted from 
69.0 million multiline business lines. JSDN and Centrex lines were based on ARMIS counts 
and T U  information. Business establishment data was used to estimate the ponion of the 
remaining lines that are physically served by trunk, T I ,  and DS3 facilities. For example, by 
assuming that slightly less than half of establishments with 500 or more employees were served 
hy a DS3, staff estimated that 17.1 million of Ihe 69.0 million mullCline business lines were 
provided over DS5 facilities. Assurmng an average loading of 200 local exchange channels per 
DS3, staff estimated that carriers used 86,000 DS3 lines to provide local exchange service. 
Similarly, staff estimated that almost 950 TI lines were used to serve 27.4 million business lines 

Most lines physically served by a TI or DS3 faciliry are currently sold as ordinary business 
trunks. Staff assumed that in January 2001, only 10 percent of such lines would be sold as 
higher capaciry lines and therefore billed as higher Tier Given the proposed rnultjples, 
the assessments for some customers would not change, or might even go up, if their services 
were priced as TI or DS3 service. However, for other customers, assessments would decrease if 
services were priced as higher capaciry services. Staff projections assume that over lime, half o f  

18.0 million nonprimary residential l ines for price cap camers;' and 2.4 million CLEC 

FCC. Wire l lnc  Competllion Bureau. lndusiry Analysis and Technology Division. Trends in Telephone Service 
( \ (a?  2002) (Trends ~n Telephone Senice) at Table I .3. 

id. a1 Table 1.3. 

' This 1 ~ 3 5  esiimaied as 40% of ihe  6.1 million ioial l i ne s  reponed in t h e  FCC, Wirelme Compeiition Bureau, 
indusiry Analysis and Technology Division. Local Telcphone Cornpciliion. Siaius a5  of December 31. 2001, July 
2002 ai  l ~ a b l e  3. 

' S e e  Leuer froni John Naluhala. Coalition for Susumablc bniversal SCWICC 10 Marlene Donch, Federal 
Cornrnunicauons Cnrnrnission. f i k d  Sepi 26. 2002 ICoSL'SSrpr 26 E l  Porrr j  



lines provisioned as a higher capacity line (TI or DS3) will bc billed as B higher Tier connection, 
which would reduce the assessments associated with those connections. 

Mohile ielephonv: Staff starts with 126.1 million units based on Number Resource Utilization 
and Forecasting (NRUF) data. This value is less than the number reponed by the Cellular 
Telrcommunications and Internet Association (CTIA) and estimated in the Seventh Annual 
CMRS Competition Report, but more than the 2mount reponed by large wireless carriers on the 
Form 477 filings. The number of paging units also is based on NRUF data Staff analyzed T N S  
Telecoms Bill Hamesting@ data regarding household usage of wireless services to estimate that 
67.0 percent of Cellular and Broadband PCS handsets are provided to residential customers. l o  

Business sDecial access and private lines includin~ hiph-capacItv lines: Less data on n o s  
switched high capacity lines sold to businesses is reported to the Commission. Price cap LECs 
rcpon the number of voice equivalent special access lines. However, i t  is unknonn how many of 
these are actually sold as TI and DS3 faciljties. Camers also repon high capacity lines for now 
switched services on Form 477 filings. Pnce cap LECs also repon high capacity lines in 
ARNIS. but most of these are facilities provided to intercxchange cm.ers (LXCs), not to end- 
user customers. The ARMIS repons show a total of 2.0 million TI conneclions for December 
2001 including both switched and nonswitched lines. Based on these diverse sources, staff 
assumed that for December 31, 2001. camers would have reponed 1.3 million Tier 1 
connections, 1.65 million Tier 2 conneclions, . I3 million Tier 3 connections, and 6 thousand Tier 
4 connections. These amounts are consistent with Coalition for Sustainable Universal Service 
(CoSUS)  estjmates. I '  International pnvare lines are tracked separately, and removed from these 
totals when projecting assessable connections. 

Additional assumptions were eniployed to divide private lines between local and toll. Because 
local and loll revenues are reponed separately in Form 499-A filings, staff developed different 
trend growth rates for these services. 

Hccause the Commission has concluded in the wireline broadband Interne1 access proceeding 
ihat tclecommunications carriers that  provide broadband services to affiliated or unaffiliated lSPs 
or end users must continue to make universal senice  contributions in the same manner as 
required today, '' pending a final Commission decision regarding the slatus of wireline 
broadband Internet access, staff assumed that ADSL lines and revenues would be assessed under 
all proposals. Staff stans with 3.95 million ADSL lines as of December 2001 and applies a 

TNS Tclccoms provides syndicared telecommunications marker informarton products to the lelecommuntcalions 10 

indusrry TNS Telecoms colIc-crs responses to 11s R c Q u c s ~ @  consumer survey from over 120.000 households each 
?ear and .  ihrough Bill Harvesting@. 32.000 orthosc households provide rhelr complete set ortetecommunicalions 
bil ls. prornorional h i l l  insens and direcr mail communications 

Sce CoSUSSepr.26. 2002 Ex Purr<, I ,  

1 2  



groulh n t e  to ensure that ADSL lines as of June 2002 match those reported in the most rccent 
High-speed Services for Lnternet Access Report. l '  

Kci, Growth Assurnpiions 

As stated above, the following assumptions do not represent either Commission policy or 
forecasts. In  general, consenalive assumptions were chosen. The same growth assumptions 
dnvc the revenue. connection. and telephone number projections contained in this staff study. 
Thus, what is presented is one possible scenario. Note that assumptions [hat reduce the number 
of lines will reduce interstate revenues. connections, and assigned telephone numbers. The 
o\ crall results of the analysis are relatively unaffected by changes in particular assumptions. 

Switched services: Households with telephone service grow with household formation. Lifeline 
connections grow at 4.6  percent per year. Initially, 1.5 percent of households are assumed to 
have mobile wireless service but not wireline or fixed wireless service. This percentage grows to 
4.5 percent over time, and accounts for some reduction in primary residential lines over time. 
Siaff assumes that nonprimary lines will decline by 10 percenl per year as customers continue to 
substirwe mobile wireless phones, ADSL, and cable modem service for second lines. 
Residential primary wircline lines also decline slightly over lime because staff assumes that 
some customers will be able to obtain voice services via broadband Internet access and will 
discontinue local wireline senice.  For residential service, staff assumes that 8 percent of 
primary lines will be served jn Ibis manner by the end of 2007. Similarly, staff assumes that 15 
percent of business local exchange service will be provided in this manner. Staff does not yet 
know if such service would be ~echnologically or economically feasible. As explained above, 
lhis represents a conservative assurnprion and reduces both contribution base revenues and 
assessable lines in 2006 and 2007. and is incorporaled primarily io lest the robustness of the 
proposed methodologies. 

Staff assumes [hat single-line business lines \vi11 remain constant, ISDN lines will decline by 1 
percent per year, and Ccntrex lines will increase by 1 percent per year, based on data reponed for 
!he past three years. Staff assumes that payphone l ines will continue to decline sharply, with 
ILEC lines declining by 15 percent per year and independen1 payphone company lines declining 
by 2 percent per year. Siaff assumes that individual trunk multiline business connections will 
tncreasc by 2 percent per year. Staff assumes thal multiline business connections provided via 
TI  and DS3 connections \vi11 decline by 4.5 percenl in  2002 and only resume growing in the end 
of2003.  Slaning in 2005, staff assumes rhar the growh rate for lines served by TI  facilities will 
continue at 5 percent per year and by DS3 facilities at 3 percent per year. Taken together, the 
projected number of business local exchange lines grows by about 1.6 percent per year starting at 
the end of 2003. Ths is fairly conservative rclanve to hisconcal rates of business line increases, 
and if true, would reflect the market reaching saturation and only growing with increased 
emploqment. 

.~ 
" FCC. Indus t ry  Analysis and  Trrhnology Divis ion.  High Speed Scnslces Tor lnlernel  A c c r s s  Repon (December 
20071 ai Tnblc I. 



Mobile Service: Some indusrn sources have  becn projecting that the mobile wireless telephony 
industry will serve 200 million subscribers by 2006 or 2007.14 More recently, some analysts 
projeci &70Wh raies falling below 8 percent per year in 2003. The Cellular Telecommunications 
and Internet Association has reponed grouqh in wireless subscribership o f 4 . 8  percent for the 
first six months of2002 and grom.th of approximately 14 percent from July 2001 through June 
ZOOZ.15 Form 477 data shows growth has tailed off, although i t  is still around an annual  Tare of  
10 percent. The conservative projeclion of the staff is that mobile wireless lines will grow by I 1  
percent this year, and then drop off as the market approaches sawation. This mend line reaches 
192 million units in early ZOOS. 

Consisrent with industry sources, smff projects funher declines in the number of paging units as 
customers substitute mobile wireless phones for 
niillion one-way units in 2007. However, staff projects that the number of advanced two-way 
pagers will increase from about I million units today lo aboul 4 million units in 2007. 

&?cia1 Access and Pnvate ]Line: Staff compared Form 499-A filings in 2001 to revenue reports 
published in previous fi-erids in Telephorre Service Rcpons. Slaff notes that carriers have 
reponed sharply increased end-user rewnues for special access and private lines associated with 
both local and toll services. Generally, staff assumes that the highest capaciry lines are growing 
the fastest. The assumed gronlh rates average about 0 percent for Tier 1 connections, 2.3 
percent per year for Tier 2 conneclions, and 3.4 percent per year for Tier 3 connections. The 
,gowh rate for Tier 4 lines s t a m  at  15.7 percent per year and declines to 10.7 percent in 2007. 
Staff notes that these high growth rates are applied to the small number of lines that fit in that 
category. lniernational private line circuits are assumed to grow by 5 percent per year, based on 
carrier Section 43.61 reports for recent years. 

Staff assumes that one in four households will have high-speed Internet access by the end of 
2007. This is consisienr with industry projections. 
higher penetration rates,” in an abundance of caul ion, staff assumed more conservative growth 
IcveIs on the lower end of the range predicted by industry. Staff assumes that the fastest growth 
will occur in the early years. Of the high-speed conneclrons projected for 2007, the study 

The projection shows fewer than  10 

l i  341though others in the industry may predicl 

“ S r r .  ex. .  L c i i c r  from W. Scoii Randolph, Venzon Cornmuntcalions, IO Marlcne H .  Donch,  Federal 
Comrnuniraiions Commission (f i led Sep!. 5, 2002) (Veri:on Sepr. 5 .  2002 E.r Pone) ,  Raymond James & Associaics. 
Inc., Equiry Research. Telerommunicorions Services Indusrr )~Er~e/ -  Lowering €srimnres/or 2001 U.S. Wireless 
S u h i r t b e r  Adds. No Chonge ro 2002. Exhibi! 2 lrel. Jan. 8. 2OO?j. 

SPE Cellular Tclecornmunicaiions and lnicrnei .4ssocialron. Wireless Indusrrv DeJvrnog Economic Trends. Press 
Relcase, Oc,. 30. 2002. aijailablc ai h t r ~ : l / w w w . w n w  comlnewsl~res~ihodv.c fm~record id=l 172; see nlso UBS 
\$jarburg. Global E q u i y  Research, Wireless Se,mrce .IdodelBoof. Fourrh Quarrer 2002. ar 3 (rel. Nov. 8. 2002). 

l 6  See. e y . ,  L ’ermn Sepr 5 .  2002 Ex Parre. 

”Set- .  r g .  M i k e  L’olpi. Cisco Sysicms. lnc . .  B,wudhond. slide 3 .  a*ailable ai 
hrtn ’ neqsrnnrn cicro.ro.mldllclh368 09 ?no? Volnl.”df(cl,lng Probe Kescarch. Inc 1 

Scr’ Morgan Sienl r ) .  Global Equii? Rcscarch. I n w , n r r  A ~ r e s i ’  The Globol Roceior  Broodbond, a! Exhibii 2 (re1 I i  

O‘!. 3, ?002j. 
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assumes that 10.3 million will be ADSL lines, based on the assumption that the ADSL share of 
the residential highspeed h e m e t  market will remain largely unchanged from today. 

7r;inslating Connections tn Jnterstatr Rwenues  

Local Switched Service: Switched revenues for local exchange service are based on subscriber 
line charges mulliplied by lines. Current subscriber line charge averages from the Trends in 
Tcclcplione Service were increased to reflect mcreases in SLC caps currently scheduled in the 
Commission’s access rules. 19 

Alobile: For wireless tclephony, staff assumes that carriers bill approximately $35 per residential 
subscriber per month and  S65 per business subscriber. This translates to $45 on average and is 
consistent with the average monthly wireless bill reponed in Trends in Telepl~one Service, Table 
12.3. Staffasumes that h e s e  amounts will not change over time. However, staff also assumes 
that these revcnues reflect growing minutes, with an  increasing share of minules associated with 
information services. By the end of 2007, staff assumes that 20 percent of mobile wireless 
telephony revenues will be excluded before cam’ers either apply the 28.5 percent mobile wireless 
safe harbor or calculate their actual interstate revenues. 

One-way pagers are assumed to generate $9.50 in revenues per month. Two-way pagers are 
assumed IO generate $22.00 per month. Staff assumes that paging systems will continue to 
repon 16 percent ofpaging revenues as interstate, reflecting Ihe fact that some nationwide 
paging spterns report 100 percent of revenues as interstate. These figures, combined with the 
estimates ofpagers in 2001, comport with revenues reponed by paging companies in 2001 on 
I’orm 499-A. 

Special Access and Private Line: I t  is dificult to generalize local or toll prices given the 
diversity and  complexity of offerings. In  order to convert projecled lines into interstate revenues, 
mff  first translaled local and toll line projections into “pricing units”. and then developed 
revenue per pricing unit factors. Pricing units were calculated as I per Tier I connection, IO per 
Tier 2 connection and 200 per Tier 3 3nd Tier 4 connection. Revenue data was taken from 2001 
Form 499-A filings and Section 43.61 rraffic reports. The result~n& pricing factors were $ 2 2  of 
inlerslate revenue per month for locai and special access prir,are ilnes, $69 per month for 
interstate privale lines and 5488 per month for international private lines. Over time, staff 
assumes that the local pricing factor would increase by 3 percen per year, roughly the rate o f  
inflation. Inierstaie pricing faclors were assumed to decline by 4 percent per year and 
iniemational pricing factors were assumed to decline by 5 percent per year. The net effect of 
these assumptions, combined with Ihe growth assumptions, is that projected interstate toll private 
line revenues grow by 7 percent from 2002 to 2007, while international private line revenues 
grow by 30 percent. 

Staff assumes that camers will report approximately $40 of interstale revenue for each ADSL 
line. wiih this amount rising slightly as carriers deploy higher speed sen’ices. This figure is 
consistent w i t h  revenues reponed on Form 499-A filings. ADSL revenues are reported logether 

Src Cos1 R e \ i c u  Proceeding Tor Rei idcnunl  2nd Single-Line Business Subscriber Line Chargc ( S L C )  Caps. CC 19 

Dockel Nos 96-?6?. 9 4 1 .  Ordcr. I 7  FCC Rcd 10868 iZ0fl:J 



with local private line and special access revenues. This study projects the combined interstate 
revenues for ADSL sewices rising 77 percent from 2002 to 2007. 

Switched Toll Service: Staff projects that switched toll services will make up almost half of 
universal service contribution base revenues in 2002. Staffprojects that this will decline to about 
35 percent in  2007. The largest porlion of switched toll revenues arises from direct dial and toll 
free calls. Prepaid card revenues, however, are initially pegged at $1.0 billion in December 2001 
and are assumed to decline by 5 percent per year. This reflects both drops in prices and the 
increasing share of minutes handled by wireless telephones. Operator service revenues initially 
are pegged at 54.7 billion in December 2001. Half of these revenues are assumed to arise from 
calling card services (of which 10 percent are imputed as residential) and half are assumed to 
arise from collect calling (of which 80 percent is assumed to be residential). Additionally, staff 
assumes that half of residential operator revenues are associated with calls that appear in the 
nls Telecoms Bill Harvesting@ data and  which therefore are counted in with household toll 
estimates. ,411 operator revenues are assumed to decline by 5 percent per year. 

According to Trends in Telephone Service, Table 15.2, households averaged 55 minutes of 
interstate calling in 2001 (preliminary). Based on T” Bill Harvesting@ data used to develop 
the estimates in Trends, staff assumes that houscholds pcid 2n average of $.I 7 per minute, 
including plan charges and charges from some collect calls. Staff assumes that minutes will 
decline by 9.1 percent per year, based on rhe 2001 dala and estjmates for previous years 
published in Trends in Telephone Service Reports. Toll prices per minute are assumed to decline 
by 10 percent per year as of January 2002, by 7.5 percent per year as of January 2003, and by 5 
percent per year as of January 2004. R a w  remain constant after January 2005. Monthly rates 
i l i ~  interpolated from these assumptions. 

Staffassumes that business switched toll revenues will decline from approximately $27 per local 
exchange line per month in 2002 to about S I7  in 2007. 

lnierstatc coin revenue per payphone was estlmated usmg Form 499-A data. 

As noted above. interstate re\enue projeclions for the first three quarters of2002 were compared 
with preliminary revenue figures from May I .  2002, August 1.2002 and November 1, 2002 
Form 499-4 filings. The projections rrack reasonably well. Over the three quarters, filers 
reported a total of 0.4% more in contribution base revenues than projected. 

Translating .Access ConnecIions to  Transport  Connections 

Under Proposal I ,  carriers would he assessed based on the connections they provide to end users 
Thus. lines equare to access connections. 

Proposal 2 assumes lines equal access connections and adds a transport assessmeaf for 
presubscrjbed switched access connections. For wireline exchange access connections, the 
transpon connecllon would he assessed IO the presubscrjbed inierexchange camer. However, if 
a s\viiched access line is no1 presubscribed. then no assessment would apply to the transport 
ponion of  [he connection. Nompresubscribed provjders of switched interstate 



tclecon~municarions services aould be assessed on a revenue basis. All mobile wireless 
connections are treated as presubscnbed to the underlying wireless camer. Similarly, carriers 
providing two-way paging units would also be assessed both an access and a transpori 
connection for each unit. 

SfafTassumes that all payphone and Centrex connections will be presubscribed to an 
interexchange camer. Staff assumes that 99 percent o f  other wireline local exchange cusiomers 
will be presubscribed when Proposal 2 would be implemented. After that point in  time, staff 
assumes that a n  additional 4 percent of residential primary, single-line business, JSDN BRI, and 
ordiriaq business rrunks will conven to no-PIC status. Under Proposal 2, if such customers 
utilize dial around or other casual calling services, tk service providers will be subject to 
revenue-based USF assessments. Staff assumes that 30 percent of now primary lines will conven 
to no-PIC status 

Staff assumes that large multi- line business customers will be able to configure their telephone 
sy,icms to route outgoing toll traffic either to a limited number of presubscnbed switched lines, 
or to dedicated access lines. Accordingly, staff assumes that  three f o w h s  of switched services 
provided over TI or DS3 facilities ultimately will conven to no-PIC status. This conversion 
would not incrcase the amount of dial around or other casual calling traffic, since the traffic 
Lvould either be routed through remaining presubscribed lines or through dedicated circuits. 

Translaring .4rress Conneclions to Assicned Telephone Numbers  

Initial  Values: The Commission collects fairly detailed lnformation on assigned telephone 
numbers on the FCC Form 502 Numbering Resource UtilizatiodForecast filings. Carriers 
reponed having 482.9 million assigned telephone numbers as of December 2001. For wireline 
numbers. staff assumed that a single assigned telephone number was associated with each 
Lifeline, single- line business, paqphone, and Cenlrex line. Because additional phone numbers 
are assigned to residential lines for distinctive ring services, staff assumed that 1 .1  telephone 
numbers were assigned for each residential Jine, other than Lifeline service lines. 

Staff assumed that one assigned telephone number was associaied with each pager as of 
Dcccmber 2001. To take into accouni telephone numbers assigned to expired prepaid service 
accounts. staff assumed that 1.02 ass iped telephone numbers were associated with each mobile 
wircless handset as  of December 2001. In addition, staff assumed that 11.6 million telephone 
iiumbers were associaled with personal elechonic fax type services. 

Two business customers with the same number of t runks  and the same number of telephones 
would require dramatically different quantities of assigned telephone numbers depending on 
whether they utilize a single published telephone number and have internally assigned extension 
, ~ m ~ b e r s  or ivheiher !hey employ direct inward dialing for each telephone. For example, two 
customers ma!; each have 20 business t r unks  that terminate at a PBX that supports 100 company 
[elrphones. The firs1 might have a single assigned telephone number. The second might reserve 
;1 block of 200 telephone numbers and at any  given time have 100 of these numbers in use. In 
[he latter example. all ZOO numbers would be reponed as assigned numbers on the FCC Form 
501. B!; subir;icun: estimates for numbers associated with nonmultLf~ne business lines from 



reponed tot315. staff calculated that LECs pro\ ide 3 9 s  numbers per business rmnk. 
assumes that tha value will not d e c l m  over time 

The study 

Projected Growth: Staff generated future period number counts by applying assigned numbers 
per connection factors (e.g.. I . I  residential numbers per line) times the estimated line counts. 
Thus, changes in the projened number of connections account for most of the changes in  the 
quantity of assigned numbers. Although staff assumes that residential primary lines will decline 
slightly over lime due to migration to Internet voice services, staff assumed that such customers 
\vi11 continue to use telephone numbers. 

Some assigned numbers, such as 500, 900, personal electIonic fax, and subscriber toll-free 
numbers. are not directly associated with the number of connections. Subscriber 800 and similar 
1011- free numbers Few by 1.2 percent from December 2000 to December 2001.20 Staff applied 
the same g o w h  rate to 500, 900, and personal electronic fax numbers. Smff assumed that the 
usage of telephone numbers would not be affected by a relephone number-based charge and that 
the quantity of500, 900, personal electronic fax, and subscriber toll- free numbers w i l l  increase 
by 1 .2 percent per year. 

Proposal 3 includes assessments for private line services that normally do not have associated 
telcphone numbers. Under this proposal, assessments are based on the charge per number times 
the multiplier for the tier associated with the capaciry. The same number and capacity of special 
access and privare lines and tier structure are used for this proposal as for the connectiowbased 
proposals 

ProjrrtinP Factors 

Quarterlv fund requirements: Universal sewice program requirements were projected by quarter. 
Schools and libraries funding is projected a1 capped rates. Some increases in the High Cost fund 
arise from scheduled MAG plan increases. Other increases are due lo projected growth in the 
size of highcost suppon mechanisms resultmg from line growth and inflation (inflation 
eslimaied to be approximately 2 percent per year). Low income payments go up as  the number 
of Lifeline connections increases and also as primary line subscriber line charges increase. 

Calculation of re\,enue-based factors: Through the first quaner or2003, revenue faclors are 
calculated as they are today. The contribution base from two quaners prior, less a 1 percent 
allowance for Universal Service Administrative Company (USAC) uncollectibles, is divided into 
the projected funding requirement. The values shown in the srudy are annual averages of 
quanerly Tares. Sianing with the second quarter of 2003% calculations are based on projected 
revenues for the quarter, less USF assessments (to eliminate circulanry) and less uncollectibles. 
For this purpose, staff assumed that camers will project revenues in each quarter equal to the 
amounts staff projects based on connections. Staff assumes that 5 percent of contribution base 
revenues wjll be reponed as uncollectible. This assumption is higher than the 4 percent 
uncollectible rate that staff uses for connection and number based assessments. because toll 



sewices, which make up a greater fraction of the revenue assessment base, have higher 
uncollectible rates than  do local exchange services. 

Calculation of  connectionbased asse:snmts under Proposal I :  Initial rates for residential, 
mobile, single-line business, paging, and payphone connections would be adopted by the 
Commission. The base rate for multkline business connections for each quarter in 2004 would 
be set by first projecting collections for residential, mobile, singleline business, paging and 
payphone conneclions using the initial period rates, and then dividing the remaining USF 
requirement by the projected number of mull; line business assessment unjts. The assessment 
un~ts  would be equal to (he projected number of connections multiplied by the Tier multiples. 

In  using connection projections to calculate t h e  multiline base connection charge, staff makes 
four additional assumptions. First, staff assumes that USAC’s uncollectible rate will remain at 1 
percent. Second. staff used Form 499-A dala I O  estimate minimum contributions that n w l d  
result if filers had to contribute a minimum of I perceni of total interstate and international 
revrnues.” 
would have had I O  contribute 3 total of approximately SI00 million in minimum contributions 
under a connectionbased or number-based methodology in 2001. This amount would decline 
over time in proponion to changes in  toll revenues. The staff study projects a total of S80 
niillion in minimum contributions for 2004. 

Based on 2001 Form 499 data, the staff estimated that approximately 750 carriers 

Third, staff assumes ihat carriers will, on average, repon that 4 percent of their interstate end 
user revenues are uncollectible. Accordingly, projected connections are reduced by this 
percentage. According to A F N I S  reports, price cap LECs currently report less than 2 percent of 
revenues as uncollectible. Staff assumes that wireless and toll camcrs have higher uncollectible 
rates but for modeling purposes uses the single combined rate. 

The founh assumption involves monthto-month vanat ion in the amounts of connections that 
w111 he reponed. In  order to establish the base rate for multLline business connections each 
quaner. staff must project the number of connections subject to chrges set annually for each 
quaner. For these purposes, staff projects connections based on a weighted average ofthe prior 
reponed connections. Since projecied connections grow in the model, on average carriers will 
repon more connections during the quaner than are forecast. These differences may result in a 
small amount of over-colleciion, which would reduce the amounts collected in the following 
quaner. 

Although i t  is not built into staff projections. i t  is likely that reponed and projected connections 
will differ. In  order to simulate lhese differences, staff assumcd that [he difference between 
projecled and reponed connections would h a w  a standard deviation of 3 percent. The 3 percent 
standard deviation was used in a Monte Carlo simulation to confirm that using forecasted 
connections produces reasonably stable multiline business base rate charges. Nevenheless, a 
reserve fund may he required to eliminate potential funding shonfalls. Although a reserve fund 
is not built into staffprojections, the Monie Carlo simulation confirmed (hat a one-month reserve 
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should be adequate in 2004, and that i t  might be possible to  reduce the reserve siplificantly in 
subsequent years. 

In December 2004, the Commission ivould develop a growth factor in order to reset rates for 
residential, mobile, single- line business, paging, and payphone connections for 2005. The 
powlh factor would be calculated by comparing projected collected uni \~rsal  service 
contributions for the upcoming calendar year based on the initial year (2004) assessment rates 
with the projected universal service revenue requirement for the upcoming calendar year. The 
projected collected universal service contributions for the upcoming year would be calculated by 
multiplying the total projected number of each category of connection for the upcoming year 
times the assessment raies for each of these categories for 2004. For purposes of this calculation. 
the multiline business assessment rate would be calculated by lalung a simple average of the 
assessment rates for each quaner of the previous year. I f  the projected universal service revenue 
requirement differs from projected collectjons at initial year rales, the Commission would divide 
the projected revenue requirement by the projecled contributions lo arrive at the growth factor. 
That growh factor for the calendar year \c.ould be applied to assessment rates for residential, 
single- line business, payphone, mobile wireless, and pager connections. Assessment rates for 
multk line business connections for each quaner would then be calculated by taking the residual 
Funding requirement and dividing that number by the total multi-line business capacity units 
projected for the upcoming quaner. 

Calcula~ion ofconnectiombased assessments under Proposal 2: The calcula~ions under Proposal 
2 are considerably simpler than for Proposal I ,  because all connections would be assessed based 
on capacity. Thus, total connections forecast for the quaner would be divided by total 
requirement to yield a single base rate. Because all connectionbased assessments would be 
adjusted quanerly, no annual forecasts would be needed and no services would be calculated as a 
residual. This proposal also employs the 1 percent assumption for USAC uncollectibles a d  4 
pcrcent assumption for contributor uncollectibles. The 3 perceni variance from trend was used in 
some sirnulation runs. Under this proposal, interexchange providers are assessed on a revenue 
basis for norrpresubscribed services. 

Calculation of number-based assessments under Proposal 3: The calcula~ions under Proposal 3 
are similar to the calculaiions made for Proposal 2. Thus. total assigned numbers forecast for the 
quaner would be divided by tola1 requirement to yield a single base rate. For this purpose, the 
quantity of telephone numbers for paging services was discounted using the same mulliples as 
n.ere used in the connecliorrbased plans. The quanrity of numbers includes projected special 
access and private lines times the capacity tiers. Because al l  connectionbased assessments 
would be adjusted quanerly, no annual forecasts would be needed and no services would be 
calculated as a residual, This proposal also employs the I percent assumption for USAC 
uncollectibles and 4 percent assumption for contributor uncollectibles. The 3 percent vanance 
from trend was used in some simulation runs. This proposal incorporates the same minimum 
contribulion requiremen1 described in Proposal I .  

Proiertin: Industrv Se:ment Contrihiition Shares 
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For purposes of simplicity, to determine shares of conmbutions by industry segment, staff 
assumed switched toll re\'rnues will be earned by IXCs, local revenues by LECs, and wireless 
revrnues by CMRS camers. For example, if an IXC provides local service, its local service 
rewnues would be counted as LEC revenues. Similarly, if a LEC provides long distance, its 
long distance revenues would be counted as U C  revenues. Under the three proposals, staff 
assumed residential and single- line business connections and local telephone numbers will be 
provided by L E G ,  wireless connections and telephone numbers by CMRS providers, and 
subscriber toll free telephone numbers by IXCs. Because a sigificant amount of special access 
and private line revenues are reponed as umholesale revenues, staff assumed that ninety percent of 
interstate special access connections will be provided by LXCs and the remainder by L E G .  Staff 
assunied that all interstate private lines will be provided by IXCs. Finally, staff assumed that 
trmspon charges for wireline connections under Proposal 2 will be paid by JXCs. 


